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Phoenix, Arizona

1 4 BY THE COMMISSION:

1 5 FINDINGS OF FACT
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Southwest Gas Corporation ("Southwest") is engaged in providing natural gas

within portions of Arizona, pursuant to authority granted by the Arizona Corporation Commission.

2. On June 26, 2006, SouthwestGas Corporation ("Southwest") filed an application

for approval of its Multi-Family New Construction ("Multi-Family") program, as required by

Decision No. 68487. Decision No. 68487 required that the Company file detailed descriptions of

its DSM programs within 120 days of the Commission's February 23, 2006 Order approving rate

changes effective March 1, 2006.

3. The proposed program would be newly-implemented and would provide incentives

to builders of multi-family apartments to follow ENERGY STAR® guidelines. The Multi-Family

New Construction ("Multi-Family") program is one of seven demand-side management ("DSM")

programs included in Southwest's 2006 Arizona Demand Side Management Program Plan.
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Program Description

The program is designed to raise energy efficiency standards for the construction of

apartment buildings and to improve awareness of high efficiency measures among apartment

builders and renters. Financial incentives are proposed for the following energy-efficiency

sealed ductwork, programmable thermostats, compact fluorescent lights and high5 measures:

6 efficiency water heaters.

7 complexes in the Phoenix and Tucson areas

Staff has recommended against approval of this program because it would require

9 gas utility customers to fund a DSM program offering only electric savings, and because it would

10 result in a large net increase in natural gas usage, There are, in addition, fuel switching issues with

l l respect to using DSM dollars to install natural gas measures in a market usually dominated by

12 electric use

6

The s e  a bove  ince ntive s  would  be  pa id  to  builde rs  of a pa rtme nt

13 De live ry, Ma rke ting a nd Communica tion

14 The  ta rge t ma rke t of this  progra m would be  multi-fa mily a pa rtme nt builde rs  in the

15 grea te r Phoenix and Tucson a reas . The  ta rge t marke t includes  builde rs  in these  a reas  who se rve

16 seniors  and low-income  cus tomers . Marke ting and communica tion would be  canted out through

17 one-on-one contacts between builders and Southwest staff members, particularly
Southwest's Service Planning Department

19

20

a brochure  and banners  promoting the  program

advertisements  in the  Arizona  Republic and Apartment.com

22

Southwest website  information and through a  toll-free  Energy Services  Department
hotline  (for both consumers  and builde rs)

S otlthwe s t's  work with the  Arizona  De pa rtme nt of Comme rce  Ene rgy Office , to
promote  the  program with Low-Income  Hous ing Tax Credit program pa rticipants

24

The program would also attempt to create awareness among renters of the benefits

26 of more energy-efficient apartments, this awareness would be promoted through leasing agents

27 who would receive education under the program, and who would provide renters with a flyer

28 concerning the program
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Duct s e a ling $150
HP ro  a m ia b le Thermostats $20

Gas Water Heater $43
CFL minimum x 2) $15
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Duct sealing $150
IP r o  a m ia b le Thermosta ts $20

Gas Water Heater $398
CFL minimum x 2) $15
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1 In cen tives

2 The re  a re  two ince ntive  le ve ls  a va ila ble  unde r the  progra m. One  le ve l re fle cts

3

4

ince ntive s  a va ila ble  to the  10 pe rce nt of the  Arizona  a pa rtme nt ma rke t us ua lly e quippe d with

na tura l ga s ' while  the  othe r le ve l of ince ntive s  is  for the  90 pe rce nt of the  Arizona  a pa rtme nt

5 market that would usually feature all-electric units. The  two le ve ls  of ince ntive s  re fle ct the

6 differing costs of including gas water heaters.

7 10% Multi-Fa mily Ma rke t (with na tura l ga s )

8

9

10

11

12
90% Multi-Fa mily Ma rke t (us ua lly a ll-e le ctric)

13

14
>

15

16

17

18 9. Te s ting a nd Ve rifica tion

19

20

As part of the implementation process, outside contractors would be hired to verify

and test the duct sealing done by participating builders. The outside contractors would also verify

21 the  ins ta lla tion of othe r DSM measures  under the  auspices  of the  Multi-Family program.

22 10. Monitoring a nd Eva lua tion

23 S outhwe s t propose s  to tra ck a nd me a sure  the  progra m in the  following wa ys : (i)

24

25

number Of program participants, (ii) number of units constructed, (iii) measures installed, (iv)

number and results of ducts tests, (v) rebates processed, (vi) energy savings in terms and kph,

26 (vii) number of communication activities; (viii) website hits; and (ix) consumer and builder

27

28
I Generally, only apartments in luxury projects are equipped with natural gas, in addition to electricity.

Decision*No.
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IPro am Year 2007 2008 2009
»II lamentation r 4

Outsidecontractors $45,000 $45,000 $45,000
1Marketing Conrmunicantion Y

Newspapers,magazines,
Banners and brochures

$56,000 $57,500 $57,500

»Incentives
Incentive amounts $1 ,095,000 $1,095,000 $1 ,095,000

4"Measurement and Evaluati/5n **n
* 1

Outside contractors $1,500 $1,500 $1,500

Survey $500 $500 $500

Administrative Costs 9

Office  s upplies $1,000 $500 $500

Travel expenses $1,000

T O T AL $1,200,000 81,200,000 $1,200,000

P a ge  4 Docke t No. G~01551A-04-0876

1 inquiries. Southwest may hire an outside contractor to carry out the measurement and evaluation

2 portion of the program

11 Southwest indicates that it might also conduct a follow-up survey. (A survey is

4 listed in the proposed budget.) Participants would be asked to evaluate the program and

5 marketing, while non-participating builders would be surveyed to determine their reasons for

6 opting out of the program

7 12. Program Budget

8 The estimated total budget for the proposed Multi-Family program is $1.2 million

9 dollars, allocated as shown below. $1.2 million represents approximately 27 percent of the total

10 Southwest DSM budget of $4,385,000. Incentives mace up 91.25 percent of the budget, while

l l marketing costs run from 4.7 percent to 4.8 percent and outside contractors (for implementation)

12 would total 3.75 percent. Measurement/Evaluation and Administrative costs under the proposed

13 Multi-Family program would be minimal

14

16

19

2 0

22 13. Staff has recommended that no portion of the Southwest Gas DSM budget be

23 allocated to the proposed Multi-Family prob act

24 14. Cost-Benefit Analvsis

Cost-Effectiveness Ratio

26 Southwest estimated a cost-effectiveness ratio of 2.17 for its proposed Multi-Family

27 program. Staff modified Southwest's cost~effectiveness to remain consistent with other DSM

De cis ion No
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2007 5,615,194 1 054 26 1,426,761

2008 5,615,194 1 054 26 l ,426,761

2009 5,615,194 1 054 26 1,426,761

Lifetime
Savings

274,700,721 51 525 1 288 69,798,548

P a ge  5 Docke t No. G-01551A-04-0876

1

2

3

4

5

6

7

programs, and to reflect removal of programmable thermostats as a measure In addition, because

data was provided on a separate basis for the two incentive levels available under this program,

Staff has calculated two cost-effectiveness ratios. For the 10 percent of apartments that would

normally be equipped with gas, Staff calculates a cost-effectiveness ratio of 2.34, while for the 90

percent of apartments that would usually be all-electric,Staff estimates a cost-effectiveness ratio of

0.42.3 With 90 percent of potential DSM projects well below the level required for cost-

effectiveness, the program as a whole can not be considered cost-effective.

Environmental Benefits8 15.

9

1 0

11

1 2

1 3

Staff has modified Southwest's estimated emissions savings to exclude the savings

projected for programmable thermostats. It is Staff's understanding that the increased therm usage

resulting from this program was not taken into account by Southwest in calculating the

environmental savings. An estimation that included the increased therm usage under this program

would have the effect of offsetting the benefits set forth below, although the net benefits would

1 4 s till occur.

15

1 6

1 7

1 8

1 9 16 . S ta ff An a lys is

20

21

22

23

24

Although apartment amenities, like pools or barbecues, are usually gas-powered,

approximately 90 percent of the individual apartment units in Arizona are all-electric. As a result,

most of the energy savings available at apartment complexes are also electric. While several

measures in the Multi-Family program proposed by Southwest would provide electric savings,

none would provide gas savings. In fact, as stated below, net natural gas usage would increase by

25 millions  of te rms  a s  a  cons e que nce  of th is  ga s  DS M progra m. Southwest Gas ratepayers,

26

27

28

2 Multiple studies have indicated that residential programmable thermostats do not yet result in energy savings, and the
Environmental Protection Agency ("EPA") is in the process of removing the Energy Star designation from this
measure.
3 Program with a cost-effectiveness ratio below 1.0 are considered not cost-effective.

l
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1

2

3

5

6

7

including s e nior a nd low-income cus tome rs , s hould not be  a s ke d to fund a  DS Mprogra m tha t

provide s  no dire ct sa vings  to ga s  utility cus tome rs . S ta ff ha s  re comme nde d tha t this  progra m not

be  approved by the  Commiss ion

17. Anothe r is s ue  with re s pe ct to the  Multi-Fa mily progra m re la te s  to fue l s witching

In Appe ndix D to its  progra m de s cription, S outhwe s t e s tima te d kph s a vings  of 334,839,966

while  e s tima ting increased gas  usage  a t 3,859,200 te rms . S ta ffs  unde rs tanding is  tha t, unde r this

progra m, S outhwe s t would provide  ince ntive s  to pa rticipa ting builde rs  to ins ta ll ga s  piping" a nd

ga s  wa te r he a te rs  to a pa rtme nts  tha t would norma lly ha ve  be e n a ll-e le ctric. The  e ffe ct of this

9 program would be  to subs idize  Southwes t's  ability to compe te  in a  marke t norma lly domina ted by

e le ctric utilitie s

8

10

11 18.

13

15

1 7

18

19

20

21

22 19.

S ta ff s ha re s  S outhwe s t's  conce rn  a bout find ing  wa ys  to  be ne fit low-income

12 cus tome rs . As  s ta te d e a rlie r, S outhwe s t ha s  propose d a  $1.2 million budge t for the  Multi-Fa mily

program. S ta ff ha s  recommended tha t Southwes t explore  the  fea s ibility of shifting this  funding to

14 the  e xis ting Low-Income  Ene rgy Cons e rva tion ("LlEC") progra m. The  LIEC progra m is  cos t

e ffe ctive , provide s  na tura l ga s  s a vings  a nd lowe rs  e ne rgy cos ts  for S outhwe s t's  low-income

16 customers . S ta ff has  recommended tha t Southwest file  a  report no la te r than 60 days from the  da te

of th is  de cis ion re ga rding the  fe a s ibility of re a lloca ting the  propos e d Multi-Fa mily progra m

funding to  the  LIEC progra m, including wide  the  re port a  p la n for how the  funding is  to  be

rea lloca ted. Should Southwes t de te rmine  tha t rea lloca ting the  funding to the  LIEC program would

not be  fe a s ible , S outhwe s t mus t provide  a  pla n for a lloca ting the  Multi-Fa mily funding to a n

a lte rna tive  Southwest DSM program or programs

Reporting Requirements

Sta ff has  recommended tha t the  Multi-Family program not be  approved and, for this

24 reason, has  not made  recommenda tions  rega rding the  type  of program information tha t should be

included in Southwest's  semi-annua l DSM reports25

26

27

28 The cost of installing piping to apartment building that would normally be all-electric is included as part of the
incremental cost of the gas water heater measure

De cis ion No 6 9 9 1 8
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1 S umma rv ofS ta ff RecoMmendations

2 S ta ff ha s  re comme nde d tha t no portion of the  S outhwe s t Ga s  DS M budget be

3 allocated to the  proposed Mu1ti~Fami1y project.

4 Sta ff has  recommended tha t the  Multi-Family program not be  approved.

5 S ta ff ha s  re comme nde d tha t S outhwe s t e xplore  the  fe a s ib ility of s hifting  the

6 funding propose d for the  Multi-Fa mily progra m to the  e xis ting Low-Income  Ene rgy Conse rva tion

7 ("LIEC") progra m.

8 Sta ff has  recommended tha t Southwes t file  a  report no la te r than 60 days  from the

9 . da te  of this  de cis ion re ga rding the  fe a s ibility of re a lloca ting the  propos e d Multi-Fa mily progra m

10 funding to  the  LIEC progra m, including with  the  re port a  p la n  for how the  funding is  to  be

11 rea lloca ted. Should Southwes t de te rmine  tha t rea lloca ting the  funding to the  LIEC program would

12 not be  fe a s ible , S outhwe s t mus t provide  a  pla n for a lloca ting the  Multi-Fa mily funding to a n

13 a lte rna tive  Southwest DSM program or programs.

14 CONCLUS IONS  OF LAW

15 1. S outhwe s t is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article

16 XV, Section 2, of the  Arizona  Cons titution.

17 2. The  Commiss ion has  jurisdiction over Southwest and over the  subject ma tte r of the

18 applica tion.

19 3. The  Commiss ion, ha ving re vie we d the  a pplica tion a nd S ta ffs  Me mora ndum da te d

20 September 5, 2007, concludes  tha t it is  not in the  public inte re s t to approve  the  Multi-Family New

21 Construction program.

22 ORDER

23 IT IS  THEREFORE ORDERED tha t the  Multi-Fa mily Ne w Cons truction progra m not be

24 and hereby is  not approved.

25 IT IS  FURTHER ORDERED tha t no  portion  o f the  S outhwe s t Ga s  DS M budge t be

26 a lloca ted to the  proposed Multi-Family project.

27

28

20.

De cis ion  No. 69918
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IT IS FURTHER ORDERED tha t S outhwe s t e xplore  the  fe a s ib ility of s h ifting  the  funding

2 p ro p o s e d  fo r th e  Mu lti-F a m ily p ro g ra m  to  th e  e xis t in g  Lo w-In c o m e  E n e rg y C o n s e rv a tio n

3 ("LIE C ") p ro g ra m

IT IS  FURTHER ORDERED dirt S outhwe s t docke t no la te r tha n 60 da ys  from the  da te  of

5 this  de cis ion, a s  a  complia nce  ite m in this  ma tte r, a  re port re ga rding the  fe a s ibility of re a lloca ting

6 the  propos e d Multi-Fa mily progra m funding to the  LIEC progra m, inc luding with the  re port a  pla n

7 for how the  funding is  to be  re a lloca te d. S hould S outhwe s t de te rmine  tha t re a lloca ting the  funding

8 to  the  LIE C p rogra m wou ld  no t be  fe a s ib le ,  S ou thwe s t mus t p rovide  a  p la n  fo r a lloc a ting  the

9 Multi-Fa mily funding to a n a lte rna tive  S outhwe s t DS M progra m or progra ms

10 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be come  e ffe c tive  imme dia te ly

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

12

5 . tn( s 4 4 8 % / I
C H A IR MA N

14

COMMISSIONER COMMISSIO

20

this Commission to be affixed at the Capitol in the City of
Phoenix, this , 2007

IN WITNESS WHEREOF. I DEAN s. MILLER. Interim
Executive Director of the Arizona Corporation Commission
have hereunto, set my hand and caused the official seal of

<9'l*" dayof< p / v m  A w

4

I s. MILL R
Interim Executive Director

24
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27 DIS S E NT
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1 S ERVICE LIS T FOR: S outhwe s t Ga s  Corpora tion
DOCKET no. G-01551A-04-0876

4

5

Ms. Debra  S. Jacobsen
Director. Government 8; S ta te

Re gula tory Affa irs
Southwest Gas Corpora tion
5241 Spring Mounta in Road
La s  Ve ga s , NV 89150-0002

8

9

10

Mr. Ernes t G. Johnson
Dire ctor. Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix. Arizona  85007

12

Mr. Chris tophe r C. Ke mple y
Chie f Counse l
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix. Arizona  85007
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